Innovative fo

NISSIN KOGYO CO., LTD.
Annual Report 2004



Profile

Nissin Kogyo Co., Ltd. was established in 1953 as a company specializing in brake components.
As the automotive industry has evolved so has Nissin Kogyo, developing and manufacturing a
wide range of brake products for motorcycles and four-wheeled vehicles. Nissin Kogyo was quick
to respond to the internationalization of the automobile industry, initiating local production in
Thailand in 1973 to meet the needs of its global customers. Expansion into other parts of Asia, the
Americas and Europe soon followed, resulting in Nissin Kogyo’s network today of 14 production
sites in 9 countries.

Nissin Kogyo's overriding goal is to constantly produce the most advanced braking systems
possible. To this end, the company is engaged in research and development encompassing a
wide range of technologies and products.

Since production commenced in 1982, Nissin Kogyo'’s series of anti-lock brake systems (ABS)—
a fusion of advanced brake and computerized control system technologies—have already sold a
cumulative total of more than 10 million units worldwide. Nissin Kogyo is also utilizing aluminum
casting and processing technologies, a second strength rivaling its expertise in brake technology,
to develop and manufacture lighter products. By leveraging technological prowess in these core
business areas to deliver compact, lightweight and high-performance components, Nissin Kogyo
is doing its part to reduce environmental impact and enhance safety—two universal requirements

of the automotive industry.
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Forward-Looking Statements

This annual report contains forward-looking statements about future plans, strategies, beliefs and performance that are not historical facts. They are based on current
expectations, estimates, forecasts and projections about the industries in which Nissin Kogyo operates, and represent beliefs and assumptions made by management. As
the expectations, estimates, forecasts and projections are subject to a number of risks, uncertainties and assumptions, actual results may differ materially from those
projected. Nissin Kogyo therefore wishes to caution readers not to place undue reliance on forward-looking statements. Furthermore, the company undertakes no obligation

to update any forward-looking statements as a result of new information, future events or other developments.
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Financial Highlights

Nissin Kogyo Co., Ltd. and Consolidated Subsidiaries
Years ended 3ist March, 2003 and 2004

Thousands of

Millions of yen U.S. dollars
2003 2004 2004

For the year:
Net sales ¥114,032  ¥124,943 $1,182,169
Operating income 12,660 13,313 125,964
Income before income taxes and minority interests 11,683 11,969 113,255
Net income 5,133 5,141 48,650

At year-end:
Total assets ¥ 77,944 ¥ 84,199 $ 796,667
Shareholders’ equity 43,816 48,276 456,776

Per share (Yen and U.S. dollars):

Net income — primary ¥ 23244 ¥ 232.89 $ 2.2035
Net income — fully diluted 232.12 - -
Cash dividends paid 21.00 24.00 0.227

Note: U.S. dollar amounts have been translated from yen, for convenience only, at the rate of ¥105.69=U.5.$1, the approximate Tokyo foreign exchange market rate
as of March 31, 2004.
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Nissin Kogyo Co., Ltd.

Message From the President

Thanks to the steadfast support and
understanding of our shareholders and
investors, | am proud to report that Nissin Kogyo
posted higher consolidated net sales for the fifth

consecutive business term. Operating income,

meanwhile, grew for the eighth straight year.

OVERVIEW (Fiscal year ended March 31, 2004)

At Nissin Kogyo, our corporate philosophy encourages us to anticipate global trends to provide superior products,
technologies and ideas that meet the needs of our customers and society. With this in mind, we deliver products
targeting industry demands in the key areas of the environment and safety. During the year under review, we began
the volume production of multifunctional vehicle stability assists (VSA) and ABS for lighter vehicles. This enabled us to
widely deliver both high-performance and conventional systems to markets worldwide. With the aim of enhancing
the cost competitiveness of production in Japan, we took steps to accelerate the integration of the company’s pro-
duction framework, boost productivity and pare back logistics costs.

Overseas, we commenced production of a new type of VSA in the United States and took other actions to bolster
our production base. In the ASEAN region, particularly in Thailand and Indonesia, we augmented our supply capa-
bilities with the completion of new factories to meet growing local demand for motorcycle and four-wheeled vehicle
components. Similarly in China, to prepare for an anticipated increase in demand, we finished construction of a new
factory in Guangdong Province, and began supplying brake products for four-wheeled vehicles.

These factors converged to lift consolidated net sales 9.6% year on year to ¥124,943 million. Operating income
rose 5.2% to ¥13,313 million. Both net sales and operating income were record highs. Net income edged up 0.2% to
¥5,141 million.
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EYEING THE NEXT STAGE OF GROWTH
1. Business development
Guided by a three-year medium-term management plan launched in April 2002—Nissin Kogyo's eighth such plan—
we established a system for development and marketing activities that is closer to our global customers. In terms of
production, we expanded our bases in Asia and devised a global supply framewaork. We are currently formulating
our 9th medium-term management plan, set to get under way from April 2005. This plan will focus attention on two
areas: developing new products built on Nissin Kogyo’s core strengths in brake and lightweight aluminum technolo-
gies, and raising productivity. At the same time, we plan to enhance our production capacity for ABS and aluminum
products in Japan, proactively broaden our sales scope in North America by reinforcing R&D, augment production
capacity in China, and expand our motorcycle products business in South America. The aim here is to utilize optimal

global production locations and procurement to achieve another leap forward in global business operations.

2. Corporate governance
At Nissin Kogyo, we believe that a well-established corporate governance structure and full compliance are essential
to the sustainable development of any enterprise.

With this in mind, we adopted the Executive Officer system in June 2004 as a means of reinvigorating the role of
the Board of Directors, delineating the duties of directors, and expediting management decision making and busi-
ness execution. This action reinforced our corporate governance structure while clarifying responsibilities in terms of
corporate citizenship and transparency. The Board of Statutory Auditors, meanwhile, monitors the effectiveness of
internal controls during the course of business execution, and carries out regular audits of operations to ensure full
compliance. External auditors comprise over half of this board’s membership. We also set up contact points within
the company for fielding suggestions on how to improve corporate ethics, in an effort to incorporate the opinions of
people in frontline operations.

Going forward, we are committed to steadily building on our track record to better meet the expectations of our

customers, shareholders and business partners. | ask for your continued support as we strive to achieve this goal.
September 2004

JamPen A,

Tamotsu Abe
President



Nissin Kogyo Co., Ltd.

In the automotive industry, safety needs grow each year as

automakers focus on developing products that improve performance in
this field. Nissin Kogyo is delivering brake products with greater reliability
to many customers, while simultaneously developing products that contribute

to preventative safety and a more comfortable ride.

-

lnnovative
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Nissin Kogyo is a global manufacturer and seller of brake products for motorcycles and four-
wheeled vehicles. As concern over safety grows worldwide, Nissin Kogyo is constantly seeking ways
to spur the evolution of product and manufacturing technologies. In addition to ABS, Nissin Kogyo is
developing traction control systems (TCS) that prevent wheel spin during acceleration, and vehicle

stability assists (VSA) that reduce sideward skidding when turning. In this way, Nissin Kogyo is push-

ing the boundaries of comprehensive braking systems beyond simply bringing vehicles to a halt to
help control two other vital functions for automobiles—acceleration and turning. Looking ahead, e
Nisshin Kogyo is conducting research and development on next-generation brakes that will spark a
paradigm shift from technologies that compensate for driver error, to those that prevent it.

In September 2002, volume production commenced on Nissin Kogyo's NK11 series brake
systems for four-wheeled vehicles. NK11 is the most compact and lightweight series of ABS prod-
ucts in the world, made possible by using smaller electromagnetic valves and motors and fewer
electronic components. NK11 provides the basis for NK11VL, a new type of VSA equipped with
variable linear control functions. Volume production of this product got under way in May 2003.
Nissin Kogyo is also planning to expand production of NK11VL as a system that contributes to
confidence and safety. In addition to conventional ABS, TCS and VSA functions, NK11VL offers new
capabilities such as braking assists with learning functions, cruise controls with automatic braking,
and brakes that mitigate collision impact. In September 2003, Nissin Kogyo launched NK11B, a
product for compact cars and lighter vehicles that incorporates a small, lightweight motor, with no
change in braking performance or capability from the NK11 ABS product.

In brake products for motorcycles, Nissin Kogyo, as a leading manufacturer of hydraulic braking
systems, continued to deliver products founded on dependability and safety. Among its actions
during the year, Nissin Kogyo developed systems designed to provide improved braking control
with less direct input from the driver. The fact that so many machines ridden by World Grand Prix

and World Motocross competitors use these systems is resounding proof of both their performance
NK11B
and reliability.

Safety

Disk brake (front) for motorbike racing



satisfying that need with aluminum-based solutions for replacing iron and

steel products, while working in its production activities to reduce energy

consumption and promote efficient operations.
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Nissin Kogyo utilizes its years of experience in aluminum casting and processing technologies to Knuckle
efficiently manufacture high-quality aluminum products. Wielding product development built on
strength analysis techniques and solidification analysis technology, and a manufacturing technique
known as “programmed cold chamber die casting,” Nissin Kogyo has succeeded in shifting to
aluminum in the production of knuckles and calipers, which were previously produced mainly from
cast iron. Volume production of aluminum knuckles and calipers commenced from September 2002.

The use of these products alone can reduce vehicle weight by an average of 5.6kg.

echnology

(rear)

Nissin Kogyo is also reducing the environmental impact of its production activities. With “minimal
energy, minimal time” as the key phrase, the company has developed a production system for the
manufacture of aluminum products that integrates the casting, processing and assembly stages.
This system minimizes production lead times and reduces logistics and inventory losses. Nissin
Kogyo is also diligently promoting activities for attaining lower energy consumption. Accomplish-
ments in this area include the development of “reduction casting” processes in 2002 that sharply
reduce casting time and eliminate preheating processes; the elimination of heat treating processes
for casting products, made possible by adopting Nissin Kogyo's independently developed aluminum
materials; and the scrapping of melting processes enabled through the transport of aluminum in its
molten state. Regarding power supply, plans are under way to adopt natural gas cogeneration,

which should help reduce Nissin Kogyo's overall environmental footprint.

Engine mount bracket
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Today’s marketplace defies borders and corporate affiliations, pre m

automakers to hammer out new global strategies in areas :
production locations and procurement. For this reason i
global operations centered - four key reglo S
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Since the establishment of a local Thai subsidiary in 1973, Nissin Kogyo has strived to expand its overseas network. In
recent years, the company has set up development and marketing sites in Spain, the United States, Thailand and
China. Today, Nissin Kogyo conducts global operations through three sites in the Americas, two in Europe, eight in
Asia and four in Japan, for a total of 17 business sites. This network provides a powerful structure for achieving high
productivity and weathering currency exchange fluctuations, and enables Nissin Kogyo to pursue optimal production
locations and procurement. The company currently counts 73 of the world’s four-wheeled vehicle and motorcycle
manufacturers as customers (19 in the Americas, 10 in Europe, 28 in Asia, and 16 in Japan), a figure Nissin Kogyo is
seeking to boost further.

Steps are under way to set up new factories and expand production particularly in the rapidly growing ASEAN
market. In June 2003, a new factory came onstream in Thailand, giving Nissin Kogyo the capacity to satisfy rising
local demand and to utilize the site as a global supply source for components. Another new factory, this time in
Indonesia, became operational in September 2003, to meet higher local demand in that country.

In China, meanwhile, to cope with increased demand accompanying growth in the four-wheeled vehicle market,

Nissin Kogyo completed a new factory in Guangdong Province and began supplying brake products.

Zhongshan Nissin Industry Co., Ltd. P.T. Chemco Harapan Nusantara Nissin Brake (Thailand) Co., Ltd.

evelopment

Mutual Support Between Production Bases

Nissin
RE&D
China

Hessin Broke
Vietnam
Co,, bid

B=sin Broke
Fhilippines
Corporalion

Musantaro




Nissin Kogyo Co., Ltd.
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Financial Review

The Nissin Kogyo Group is made up of the parent company, three domestic and eight overseas consolidated
subsidiaries, and one domestic and three overseas affiliates accounted for by the equity method. Group
companies are primarily engaged in the manufacture and sale of brake systems and components for auto-
mobiles. To strengthen the Nissin brand in North America, the names of consolidated subsidiaries Findlex
Corp. and Findlex Georgia Corp. were respectively changed to Nissin Brake Ohio Inc. and Nissin Brake

Georgia Inc. from April 1, 2004.

Business Results
In the fiscal year ended March 31, 2004, consolidated net sales climbed 9.6% year on year to ¥124,943
million, largely driven by increased sales in Asia.

Tracking higher sales, the cost of sales rose 10.3% to ¥104,187 million, while the cost of sales ratio edged
up 0.5 of a percentage point to 83.4%. Although selling, general and administrative (SG&A) expenses
increased 7.9% to ¥7,442 million, SG&A expenses as a percentage of net sales declined 0.1 of a percentage
point to 6.0%. The foregoing factors lifted operating income to ¥13,313 million, 5.2% higher than the previous
year. The operating income ratio slipped 0.4 of a percentage point to 10.7%.

Other expenses, net deteriorated from ¥977 million in the previous year to ¥1,343 million in the year
under review. This was chiefly attributable to losses stemming from product repairs and the disposal of
inventory assets. Despite these factors, income before income taxes and minority interests rose 2.4% to
¥11,969 million, while net income edged up 0.2% to ¥5,141 million. Earnings per share improved from

¥232.44 in the previous year to ¥232.89, and Nissin Kogyo paid a full-year dividend of ¥24 per share.

Breakdown by Geographic Segment

Japan—Sales rose 5.3% to ¥57,219 million, mainly due to increased adoption of newly developed ABS prod-
ucts and brisk sales of vehicles equipped with such systems. Operating income fell 13.8% to ¥5,726 million.
The main reasons for this decrease included expenses related to steps to enhance development capabilities,
the impact of currency exchange rates, intensifying sales competition, and higher materials costs. These

factors outweighed proactive steps to rein in the cost of sales.

North America—Sales climbed 11.1% on a local currency basis due to strong sales of automobiles by Japanese
manufacturers and an increased number of vehicles equipped with newly developed ABS products.
However, the impact of currency exchange rates held sales to ¥41,244 million, a year-on-year increase of
3.1%. Operating income was 68.6% higher on a local currency basis, thanks to benefits stemming from
investments in new product models in the previous year, improvements in the cost structure and other
factors. The negative impact of exchange rates, however, constrained operating income on a yen basis to

¥1,853 million, up 21.1% from the previous year.

Asia—Sales climbed 34.7% to ¥21,789 million. This was largely attributable to benefits gained from expand-
ing production capacity to meet growing demand from motorcycle and four-wheeled vehicle markets in the
ASEAN region. Operating income rose 22.0% year on year to ¥5,135 million. This was mainly the result of

steady sales of products for motorcycles in the ASEAN region.
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South America—Stable growth in the motorcycle market lifted sales to ¥4,689 million, an increase of 34.3%
over the previous year. Operating income climbed 35.5% higher to ¥618 million, thanks to increased sales

generated by a strong motorcycle market, an improved cost structure and other factors.

Capital Expenditures

Capital expenditures increased 0.2% during the year to ¥8,661 million. In Japan, production capacity was
upgraded for ABS and aluminum products, in addition to the construction of an integrated production line
for vacuum boosters, master cylinders, and wheel cylinders. In Asia (Thailand and Indonesia), production

capacity was augmented with the completion of new factories.

R&D Expenditures

R&D expenditures increased 21.1% during the year to ¥5,551 million. Expenditures included the development
and commercialization of NK11VL, a new type of multifunctional VSA, with the adoption of a new linear
solenoid valve. For motorcycles, Nissin Kogyo developed and launched a braking system designed to deliver

better brake control with less direct input from the driver.

Financial Position
Total assets at the fiscal year-end amounted to ¥84,199 million, a year-on-year increase of ¥6,255 million.
Current assets stood ¥2,590 million higher at ¥42,622 million. This was due in large part to an increase in
cash and bank deposits accompanying higher sales. Property, plant and equipment, net rose by ¥1,887
million compared to the previous year, to ¥27,666 million, attributable mainly to an increase in buildings and
structures. Investments and other assets were ¥13,910 million, up ¥1,777 million, mostly from an increase in
investment securities.

Current liabilities were ¥24,892 million, or ¥122 million higher than a year earlier. Long-term liabilities,
meanwhile, rose ¥974 million to ¥3,519 million, due to an increase in deferred income taxes.

Shareholders’ equity, net increased ¥4,459 million year on year to ¥48,276 million, buoyed by a ¥4,550
million jump in consolidated retained earnings compared with the previous fiscal year-end. As a result, the

equity ratio rose 1.1 percentage points to 57.3%. Return on equity declined 0.9 of a percentage point to 11.2%.

Cash Flows
Cash and cash equivalents as of March 31, 2004 stood at ¥11,364 million, up ¥1,831 million compared with
the previous fiscal year-end.

Net cash provided by operating activities was ¥13,066 million, or ¥2,627 million more than the previ-
ous year. This increase was mostly attributable to income before income taxes and minority interests of
¥11,969 million and depreciation and amortization of ¥5,426 million, offsetting income taxes paid of
¥4,804 million. Net cash used in investing activities was ¥8,787 million, or ¥83 million less than the previ-
ous year, mainly due to cash of ¥8,661 million used to purchase property and equipment as part of aggres-
sive capital expenditures.

Free cash flows increased ¥2,710 million from the previous year, to ¥4,279 million.

Net cash used in financing activities was ¥2,113 million, or ¥35 million less than the previous year. Cash
used consisted primarily of ¥630 million for the repayment of short-term borrowings, ¥512 million for the
payment of dividends, and dividends paid to minority shareholders of ¥958 million.
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